re, 


LILE Ll 
ve) MHEON OF Ascot. and Liabilities 


4, Meaning of Verification 
Verification is a techni 
Smet 1S a Mique of auditin i i : 
nosis Rae J€CKin f er technique. 
ASS , ate of 
rganisation, the ownershin ne. “Sach =a 
pe erly, they are f tship of these assets was with the o ieation, thay have Best values 
property, they are free of any change on them t a deities 
The owner or owne ann 


by the books is correct or not Sanisat 


Balance Sheet) are present in the Organisation 
with vouching because from 
assets should be with the 


ether the profit or loss as shows 


ob does not get over 
d that the aforesaid 


Balance Sheet an asset is ac 
by verification. 


1.1. Definitions 


Various experts have defined verification in the following ways: 


(1) According to Spicer and Pegler, “The verification of assets implies an enquiry into the value, 
ownership and title, existence and possession, the presence of any change on the assets.” 


(2) According to Joseph Lancaster, “The verification of assets is a process by which the auditor 
substantiates the accuracy of the right-hand-side of the balance sheet and must be considered as having 
three distinct objects: (a) the verification of the existence of assets, (b) the valuation of assets, and (c) the 
authority for their acquisitions.” 


iboi, ” itor i ifying the assets is two-fold. He 
ing to J.R. Batliboi, “The duty of an auditor in verifying t 
ah (3) poner) ae, really existed at the date of the balance sheet and were free from any change 
ie pre Hs f en properly valued. In verifying the liabilities he has to see that all liabilities have been 
at they 


. , 
el P ope fig e.g et } f ll . . 


- Verification: 


ere actually present in the organisation or the date of the Balance Sheet. 
i ets we W nea | 
(i The a d ownership of the assets was with the organisation. 
fii) The right and o red af due authorizatjgn for the purpose of carrying on the 
-.. (ii). The assets wer l ae 


business. 131 


Scanned with CamScanner 


e does exist, the same is mentioned in th, 


(iv) No change exists on the assets and, if any change dor bani tes 
Balance Sheet and that other than this no change exists on an d i 3alance Sheet 
d keeping into mind their physic 
alance Sheet are correct. 
all liabilities have been included. 


al conditions , 
(v) The assets have been correctly value 


(vi) The values of the assets mentioned in the B 
(vii) All liabilities are shown at their amounts and 


1.2 Objects of Verification 

The main objectives of verification are as follows:- 

(1) Checking of Arithmetical Accuracy: Verification aims at deter 
accuracy of the accounts relating to assets and liabilities. aa l 

(2) To Ascertain the Existence: One of the main objectives of verification is to ascertain that, 
at the date of the Balance Sheet, an asset is actually present in the organisation or not because it js 
possible that on the date of the Balance Sheet such assets are not be actually present. 

(3) Ownership and Title: The objective of verification is to determine that the assets as shown 
in the Balance Sheet belong to the organisation and the organisation has the absolute_rightto use 
them. 

(4) Knowledge of Fraud and Irregularity: Verification is also essential to determine no fraud 
or irregularity has occurred in relation to the assets and liabilities of the organisation. 

(5) Proper Valuation: Verification is also necessary to determine whether the assets and 
liabilities have been correctly valued as per the principles of book keeping and accounting or not 
and the valuatiog technique is the same as the previous year. 

(6) True and Fair view of Balance Sheet: The objective of valuation is toreertify that the 
Balance Sheet gives a true and fair view of the financial position. The auditor has to clearly state in 
his report that the Balance Sheet gives a true and fair view of the financial position of the business 
and this he can determine only with the help of verification. 

(7) Real Position of Assets and Liabilities: Verification is also used to find out whether the 
assets are true of any change or mortgage or not and all assets and liabilities have been disclosed 
in the Balance Sheet and no assets or liabilities have been concealed. In this way the assets and 
liabilities not beionging to the organisation are not included in the Balance Sheet. 


mine ing the.arithmetic 
~ 


1.3 Importance and Advantages of Verification 
Normally, it is believed that,youching is.the basis for auditing, but by vouching only the fact 
i that an asset can be purchased is established. On the other hand verification includes the existence 
of the asset and the right of ownership of the organisation is established. Apart from ‘this, the 
authority and responsibility for various assets is also Verified. By vouching it cannot be established 
. that at the date of the Balance Sheet the assets were present in the business or organisation because 
it is possible that an asset is purchased and proof for the same is available butat the date of the 
Balance Sheet it has either been sold or destroyed, or is given as a security or utilized for an 
ille E Therefor, cation of assets is essential to establish that all the assets were 
<isting with the organisation drthe date of the Balance Sheet, they were not subject to any charge 
and were properly valued. Verification cannot be considered to be less important than vouching 
caster explains the importance of verification, “an appropriate voucher for an asset is not an J 
absolute evidence of its existence.;’ Therefore, it is clear that the above issues cannot be clarified 
with a voucher. This inadequacy of vouching cannot be overcome with the help of verification. 
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Performance 


1.5 Difference between Verification and Valuation . 


S. Basis of Verification Vouching 
No. _| Difference ae $ 


1. Meaning Verification means clarifying 

the existence, valuation, | 
existing obligations and 
accuracy of the items stated 
in the Balance Sheet. 


an be done any time Verification can be done only afte 
all the accounts have been prepared 


Vouching c 
after the transactions are recorded 


in the books of accounts. 
Vouching is a part of verification. 
Vouching is primarily done by 
audit clerks 


Verification is a part of vouching 


Verification is done by the audito 
himself or his senior partner. 


} 


iyt 


Valuation involves a Critical 
examination, of the pre 
determined values of the assets 
by the auditor on the basis of the 
basic accounting principles and 
conventions. 
The auditor can obtain the help 
of an expert for the valuation of 
assets. 
Valuation is done by the 
management of an organisation 
but the accuracy of this valuation 
is done by the auditor. 


The auditor cannot give a 
guarantee for the valuation of 
assets as determined by the 
expert. 
Very “Tittle actual proof is 
available for valuation therefore 
the’auditor has to rely to a very 
large extent on the estimates of 
the management. ~~ 


1.6 Difference between Vouching, Valuation and Verification 
The main points of distinction between vouching, valuation and-verification are as follows: 
(1) Meaning: Vouching- involves. the verification of the books of accounts with the help of the 
| relevant vouchers. aain 

uations isused..to. determine whether,.the assets.are shown. at,their actual value in the 
Balance Sheet or not. 

Verifications ves vouching for, hewvalue, ownership, existence and right on the assets 
and liabilities. l 

(2) Subject Matter: Vouching is always done for the principal books of accounts. On the other 


The assets are verified by the 
auditor himself. 


Verification is done by the 
auditor himself or his senior. 
partner. 


The auditor is responsible for 
the verification of assets. 


Guarantee or 
Responsibility 


Adequate physical and 
documentary evidence is 
available for verification. 


Evidence 


al 


_ hand, verification and valuation is done for the issues stated in the Balance Sheet. 


134 


Scanned with CamScanner 


(3) Perforn iin oe 
Nance: r Bee 
Nee: Vouching is norm Verification of Assets and Liabilities 


work in an audit, V 

; - Valuation is nor ally by a seni 

is done by.the audite: me. normally done aT enor clerk bec 
(4) Time: Vouchin 

and valuation is done 

last date of the financi 


ause it is a i 
TT eae s a part of the routine 
echnical experts. Verification 


g is a basic function and is c 


1 € ti 


(5) Evid 
ence: In vouchi j 
cin oles: ning the direct or indi 
eg len] indirect proof is prese > basi i 
uditor has to rely on the certificate ef “pres =e A n 
anagement for valuation 


t mu p 4 l am 3 
. eo taine for verification 


arri 
ied out through out the year. Verification 


; ance Sheet but oon 
ash, bills, securities, stock etc mene ane ee 


(6) Scope: 

l pe: The scope of vouching is limi 

MEE: of vouching is limited b ificati 

amie S a Valuation is influenced by e soine _ e E ELi cetain 

pide it scope. V: 1ence ] g concern value and is subject t i 

liabilities is verified EA Magee In verification the physical existence of assets and 
os A n Ne i i i 

verification. = on has a wider scope than valuation since valuation is a part of 


1.7 Duties of an Auditor in relation to Verification 
or Oe = 


General Rules of Verification 
The auditor has to certify the truth and fairness of the financial position of a business, 
therefore, he should verify the assets and liabilities as shown in the Balance Sheet. The auditor 
should not issue a report unless he believes that the assets and liabilities as shown in the Balance 
Sheet are_present in the business and are free of any,charge, in case they have a charge on there 
then the same should be. explained, If, under any circumstances, the auditor issues a report without 
checking and verifying he would be held guilty for negligence. 
Rules: The following rules should be followed by an au 


liabilities: + 
(1) As far as poss 


should not obtain any 1 
task of verification should be assigned to 


and a list check should be done on his wor 


(2) The title documents of the assets S 


ditor for verifying the assets and 


should be earned or by the auditor himself. He 

i is is not ible, then the 

Ip from the em loyees of the client. In case this 1s not possible, the 

ae te most responsible and trustworthy member of his staff 
k to establish the effectiveness of verification. 

hould be verified to establish the title and right of the 


ible the task of verification 


e Balance Sheet or end of 


client on these assets. the date of th 

, senati should be done on sas i ical 

(3) A pb sical verification.of cane their existence- In case it is not possible to do â seas 
doubts as to fyin its existence inthe organisation shou 


financial year to satisfy any do 


ificate-certi 
y assets then a certifica 


cash, etc.) should be 


verification of an aie 
: f i „se , 

obtained. eable or liquid ssets (like stock, cheques 

(4) Easily exchang P Or all icus casts should be carefully verified and 


Verified Ing penditure incurtes © a ly. 

(5) The incomes and ex n existing assets.on y: hat the assets are free of any 
it should be soon that exp i —— p 

h 


fe 
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. srtificate should be obtain 
(7) In case any assets has been given as a security then a ae ed from 
the concerned person and the relevant documents should be verified. MEE NE 
: j m 
(8) Incase any asset has been kept in the custody of a person, a cer e shoulg 


be obtained from him. the debt 

(9) A confirmation should be received for the balance receivable wae ‘ a 

(10) The appropriateness of the valuation of assets should be determined. 

(11) Any under valuation of assets should be verified. Adequate provision is made for any 
loans which seem doubtful of recovery should also be verified. ; 

(12) It is not possible to physically verify fictitious and gre as cached nie goodwi 
unearned income, prepayments, etc. Therefore the auditor should verify the same on the basis o 
any documentary evidence available. . ee 
(13) A certificate should also be obtained from the client regarding the venous liabilities of 
the organisation specifying that the liabilities have been incurred for the business only and hays 
been duly authorized. | , 

(14) The balance outstanding to various creditors should be verified from the confirmation 
letters received from the creditors. 


1. Auditor’s Duty 
The duties of an auditor regarding verification can be divided into the following two parts: 
(1) In relation to Assets, and 

(2) In relation to Liabilities. 


(1) In Relation to Assets 
The auditor should verify the following points while conduction a verification of assets: 


(i) 
(ii) 


(iii) 
(iv) 


(v) 


(vi) 


| (vii) 


The assets actually exist on the date of the Balance Sheet. 


The assets belong only to the organisation and all the assets have been clearly mentioned 
in the Balance Sheet. There should be no assets which are not mentioned in the Balance 
Sheet. 


The valuation of assets is appropriate. 
The assets are in the name of the organisation and the organisation has a right on them. 


The assets are free of any charge or lien on them, but in case there is a charge on them 
the same has been mentioned clearly. 


Any addition made to any asset Should be added to.the value of the asset in the Balance 


Sheet. ~ 
Any expenditure incurred in the repairs and renewal of the asset should be debited to the _ 
profit and Joss account. ‘ eT eee a 


< (viii) Adequate and. appropriate depreciation is charged on the assets. 
(ix) Incase a part of any asset is sold the auditor should verify the relevant sales, convenience 


ris 
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. :copies_of receipts and other evidence to respect. 


oveable 


asset§ like cash, bills, stock and securities etc. the auditor should bee present 
anisation on the late the Balance Sheet is made. 


(xi) Other fictitious and intangible assets which need to he written off should be verified 
è 


keeping in mind the principles applicable to them. 


See oo ——— 
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(2) In Relation 
The auditor y 
following points int 


(i) The liabili 


(ii) Person alance Sh 
al | eet are of the organisatio 
Ae iene. l i ; ation only and nobody else, 
Sanisation. _~.©Mployees should not be included in the liabilities 4 the 


(iii) The liabiliti 
abilities as shown i 
Sé n in the Bala : 
| a ae ms as alance Sheet were actually liabilities on the date on which 
(iv) The liabilities 


Vv J . . a, D 
(v) Doubtful Jiabilities should not be included in the 


The auditor will b i 
: e held liable for an loss i pit 
In the following judgments an auditor ne incurred due to his being negligent in his duties. 

A question about the duty of itor; PEENEEE 
case of London Oil Storage Com an auditor in verification arose before the court in 1904 in the 
Alwastern observed, “It is the ae. ear, Hasluck and Company (UR). In his judgment Justice 
Balance Sheet and if he fail Y oj the auditor to find out the identity of the assets as shown in the 

; ? fails to do so he will be held li bl i is client.” i 
the auditor had certified the i hel able for any loss incurred by his client.” In this case 
hvsicall aie cash balance of 796 pounds as shown in the cash register without 
physically verifying the cash whereas the actual balance was only 30 pounds. The audi h 
guilty of negligere. y30p . The auditor was held 

In the case of Deputy Secretary Ministry of Finance, Government of India vs. S.N. Dass 
Gupta it was found that on the winding up of Aryan Bank Limited the auditor had not verified the 
cash in hand, a result of which the fraud committed by the management could not be found out. 
In this case also the Judge held the auditor guilty of negligence for not verifying the cash in hand 
and liable for any loss incurred. 

In the case of Government vs. G.M. Oha, 1952, the Assistant Controller of Insurance asked 
the auditor fora certificate for all Government and notified securities which were held by Trinity 
Mutual Insurance Company as on 31st December 1949 — the certificate was false. The auditor was 
held guilty for negligence in verifying the securities, and his name area ap = Register 
of Chartered Accountants for a period of six months and he was held liable for the expenses 


incurred in the case. sa 
In the case of the Register of Companies V.S. 


grossly negligent because he had not verified the cas a 
From the above cases it is clear that the auditor sho 


any verification or else he would be held guilty of negligence. 


2. Verification of Assets tion of assets shown in the Balance Sheet is as follows:- a 

5 ification p ildi 3 immovable assets 

The procedure ie nea , Freehold assets like land, pa sar A Ee ton on 

(1) Freehold Land on a ia thé name of the business p nA a security against a loan 

Of the business. These assets ar iven them in € A aie “tected by anyend 
the sole right to either S$ 


taken. No other person can ena 
in tenure. Such assets are VerIIES © 
| : SG): Ownership: The identity 


‘from the Title Deed E 


Verification of Assets and Liabilities T 


assets and for doing 


to Liabilities 
Crifies liabilities 


: also alor i 
O consideration, mongwith 


. so he has to ke 
ties shown in the B Sop M 


are shown at their correct values. 


actual liabilities. 


P.M. Hedge, 1954, the auditor was held to be 
h-in-hand as on the Balance Sheet date. 
be careful and honest in carrying out 


or i 
ell them, kon eee are freehold since 


the following 


manner- ified properly 
“ding should be verified prope? 

d and a aera documents are in the 

d that the owner" ay 
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name of the client and he has absolute right on the property. In case there iS a $USpicion 
in the ownership documents a certificate should be obtained a the ‘solicitor of the 
client regarding the authenticity of the same and advice from a legal expert should as, 
be obtained. 

and or building should be physically verified t 


(ii) Physical Inspection: The freehold | Aue fa 
g d the use to which the land and building is being 


ensure that the same actually exists an 
put to should also be found out. 


(iii) Change in Assets: Any addition or sale of 
assets. In case an asset has been purchased, then the s 
the purchase order should be verified. In the same way ifan 
then the sale deed should be verified and it should be insured that the ownership has 
been transferred to the new owner through the sales deed. 


(iv) Charge: Incase there is a charge on any assets i.e. if it has been given as a security against 
any loan taken, then the Mortgage Deed should be verified. The auditor should also find 
out if any other charge also exists on the assets. Written communication should be done, 


with the mortgagor to verify the truthfulness of the charge. 

(v) Construction of Building: In case building is being constructed, then the same should 
be verified from the contract with the contractor, receipt from the contractor, certificate 
of the architect and other documents. | 

(vi) Revenue Expenses: Expenses incurred for the repairs and renewals of land and building 
during the year should be regarded as revenue expenses and should taken into the 
profit and loss account. Therefore the auditor should verify that such expenses are not 
capitalized. 


assets should be shown as change in the 
ame should be vouched for and 
asset is sold during the year, 


(vii) Valuation: Building is always valued at the cost price less depreciation whereas land is 

"always valued at cost, Therefore, the cost sheet should be verified properly. The auditor 

should-énsure that the assets are valued as per the accounting principles. An expert 
should be consulted for any doubts regarding valuation. 

(viii) Show in the Balance Sheet: In the end the auditor should see that the land and building 
are shown under the correct heading’in the Balance Sheet. In case any special rules are 
required to'be followed regarding the disclosure of any assets then the same should be 
followed. 


3. Leasehold Property 


pireneana 


ease ag eement and exercises a right on it for a limited period. Such property is acquit 
for a pre-determined period. There are two owners for such kind of property. The person who 


_ (i) Ownership: The lease deed on the basis of which the property is taken on lease contains 
the terms and conditions of the lease. The basis conditions of all lease deeds are simile” 


adequate fire insurance, round rent for the land or building; and its mode of payment 
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` would rendei 
tét mE of ad the l as Ya) T t 1e lease agree t 


Me ng followed. 
(ii) sales The leasehold property shoul 
perty actually exists in the org snisatic 


period Of lease, et 
: . ase, etc. Any violati 
invalid. The auditor should a 


d be verifi i 

. ed physicall 

anisation. pay y to ensure that such 
tax and a rss Expenses incurred for rep 

š y tax are rever 

capitali Í nue ex 
: pitalized. The auditor should ensur 
OSS account. 


air of leasehold propert ici 
y, annual municipal 
penses. Therefore, these expenses should née be 
e that such expenses are charged to the profit and 
(iv) Charge: Th 
> The documents of th : 
can be created on these pon lease should be examined to determine whether a charge 
to the purdladen ten ie or not. In case such a right has been given by the seller 
should leo be cast he] erms and conditions of the agreement should be verified. It 
(v) Valuati € loan amount is shown on the liabilities side of the Balance Sheet. 
a : i : ; 
eee! ton: While doing the valuation of leasehold land or building the auditor should 
p in mind the fact that the value of such pr d ith ti 
apprSodak property decreases with time. Therefore, all 
ie priate amount should be written off from the book value every year for valuation. 
€ appropriateness of the amount written off should also be verified. It should also be 
seen that there should be a consistency in the amount written off each year. 
(vi) Increase or Decrease: In case any part of leasehold property is sold during the year 
and additional property is acquired then the value of such property should be adjusted 
during valuation. 
Sinking Fund: A provision should be. created if the lease has to be renewed. The auditor 
should see whether a sinking fund has been created ‘to provide for the renewal of the 
lease and whether the same has been shown on the liabilities. side of the balance sheet. 
In case this has not been done he should inform the client. 
(viii) Show in the Balance Sheet: The auditor should ensure that land is shown at its cost price _ 
and is included under the fixed assets. aii 


eee 


(vii) 


4. Plant and Machinery ous ee 

i i ed in tra 

chinery are very strategic assets in a business organisa ion involv 

and er anes and a ee large amount is usually invested in them. In such kind of business 

or manu ac separate register is maintained for machines known as the Plant and oat! 

TA i ister the following details for plant and machinery are noted: (i) name of the 

a. In aos Pa oper (ii) (iv) expected life (v) net value after depreciation. 
machine (ii) mode! nu 


rate of depreciation ‘ i 
. i tand hinery: 
The auditor should follow the following for verifying plant and mac y 


procedure m ER 
i Jant and machinery should be verified from the 
oe moo o ee of payment made, and a copy of the purchase 


: ; seller, 
invoice received fromthe id also be verified from the voucher. 


one The € € nership shou the plant and machinery the auditor should do a 


i of i i 
Gi) Existence: To verify face in the factory to ensure that such machinery actually 
$ i oO e 


“hysical verification 0! ‘thes 
ae and match it against the plant reg} inst plant and machinery. Therefore, the 
$ businessmen take a peT tificate for the same. In case plant 


~ Charges: Sometime lient and obtain a cer 
6 from the € a5 


auditor should i aean 
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against a loan, then the loan agreemen 


and rate of interest payable, and it shoulg 
alance Sheet. 


and machinery have been given as a security 
should be verified for the conditions of the loan ar f the B 
also be seen that the loan is shown on the liabilities side O 


(iv) Capital and Revenue Expenses: The expenses incurred for Sy eine: any Plant o 
machinery and till they are put to use are capital expense and the r INCurred 
during the year, after the assets have been put to use, for re ae ENANCE ar 
revenue expenses. Therefore the auditor should see that proper distraction 1s Maintaineg 
between the two expenses, or not. 


(v) Alteration: In case during the year new plant or machinery is pu rchased or a part of such 
assets is sold, then the increase on decrease in the asset should be accounted l for. The 
cost of the plant and machinery purchased or sold as well as any addition to it should 
be verified from the vouchers, invoices and other documents. The profit or loss on sale 
should be correctly accounted for. 


(vi) Valuation: Plant and machinery are valued onthe basis of the utility value. The auditor 
should not rely first on the documents available for the plant and machinery when 
verifying their valuation. He should obtain the assurance of experts who estimate the 
value of the plant and machinery. It should be insured the depreciation amount deducted 
during the life of the asset is enough to provide for its replacement. The depreciation 
provision for all the assets which have been sold or purchased during the year should 
be verified. In case a general insurance has been done of the machine then the valuation 
done for insurance purposes should bè tallied with the book value and any discrepancies 
should be verified. The plant and machinery is shown in the Balance Sheet at cost less 
depreciation. Therefore it should be insured that the same has been done. 


(vii) Assembling of Plant: Some organisation get the plant and machinery assembled instead 
of purchasing it. In case the plant and machinery is manufactured or assembled in the 
organisation itself, then the a certificate should be obtained from the engineer certifying 


the cost incurred. a 


(viii) Checking of Plant Register and Balance Sheet: The 
in the plant register. Therefore the auditor should v 
the machine is shown as a fixed asset in the Balance 
country then a certificate should be obtained from t 


details of all machines are written 
erify the plant register and see than 
Sheet. In case the plant is in another 
he concerned enginéer. 

5. Furniture, Fixture and Fittings | 


Furniture includes cupboards, chairs, desks and tables which can be moved around easily: 


Furniture and Fittings include c ds attached to the walls, electric; i lights 
which are fixed at one place Krei usualiy lasts fo , electricity wires, fans, tube ligt? 
aiias Srey 


includes those things-which=get destroyed-within a short time 
following procedure should be followed for the verification = 


followed. 
4an Pe S SS y, 
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are ia Me such assets actually exist with the 
a. Te sii that they are not being used 
E ta au itor should ensure that these assets are 

crore a physical verification for these assets is very 


(iii) Revenue or C 


apital Expenses: 
of furniture Penses: The expenses incurred for th 


that the expenses incurred for repair 
and taken into the Profit 


(iv) Purchase Sal i 
ase-Sale: If du . = 
constructed th - a the year any new furniture or fitting has been purchased or 
the asset. I en the if cost of this asset should be capitalized and added to the cost of 
set. In case a part of an asset is sold then the asset account has been reduced by 


an amount equal to the sale value of the asset and the profit or loss on sale has been 
transferred to the Profit and Loss Account. 


(v) Charge: Ifa loan has been obtained by creating a charge on these assets then the certificate 
from the person to whom such assets have been given as security should be verified. The 
interest paid on the loan should also be verified so as to verify the loan. 


(vi) Valuation: These assets are depreciated faster than the other assets. Therefore the auditor 
should see whether the rate of depreciation is adequate. If a register is maintained for 
these assets by the organisation then it should be referred to and it should be seen 
that idle assets are not included in the register. The auditor should tally with the stock 


e repair and maintenance 
: e furniture and fittings are 
at expenses. Therefore, the auditor should see to it 


and maintenance are taken as revenue expenditure 
and Loss Account. 


i 


register and verify the valuation: 


6. Loose Tools i an p 
c i ls which are difficult to account for. 
ls include a number of different type of small too di ' 
ch ls the auditor should obtain details of these assets certified by an authorized 


~ 


soli revaluation on aee luation is taken as depreciation. In case the revalued 
between the opening balanc ration is te 
amount-is~ more than t 
a eS d be obtained for th 
fac er or engine j 
be ‘a beara Te his the manufactured tools are rev 


inthe Balance Sheet. 

Ts Gar and Other ec ars ehian a San be alale S 
` t'This includes ao ATNA farge organist ils P there are A given. The following 

Kimie egil i sted for verifying these asset the auditor should do an audit of 


y š icles, g lient. 
eae : ado of the vehic the name of the c 
_ Mocedure should be acoP at dhe ee aih All vehicles should be in 141 


0) i=n:.@) Ownership: To find 
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Apart from these the ownership can be verified from copy of he eee ori invoice, 
receipt for payment made etc. The cost of the vehicle can & : OM these 


documents. oe E E uk 
(ii) Existence: The auditor should doa physical verification OF 4 + ar a i e Vehicle 
register, registration documents, and vehicle log book should a STA IT, t0, to Verify 
the existence of the vehicles. The engine number of the vehic! e, the model number, yea, 
of manufacture and name of the vehicle should also be verified from these documents 


The auditor should obtain full information about whether the vehicle is being used fo, 
official or personal purposes. 

(iii) Revenue Expenses: The expenses incurred for th 
and maintainenc of the vehicle are revenue expanses, 
are capital expenses. The auditor should verify these expenses. . 

(iv) Valuation: All vehicles should be valued at their utility value, which means that 
depreciation should be deducted from the book value every, year and shown in the. 
books. In this way appropriate depreciation should be deducted from the vehicle and 
adequate depreciation provision should be made. In case, during the year, any vehicle 
has been sold, the particular vehicle account should be closed and any profit or loss 
on sale should be taken into the profit and loss account. In case a vehicle is purchased 
during the year then its cost should be verified from the invoice. 

(v) Charge: Sometimes a loan is taken by creating a charge on the vehicle. Therefore in case 
it has been as a security then the relevant documents should be soon and the interest 
should be vouched so as to verify the loan. 

(vi) Instalments: In case any vehicle has been purchased under a hire purchase agreement 
then the agreement should be verified by the auditor and he should also verify the 
number of instalments which have been paid. 


e license fees, insurance, road tax, repair 
and the expenses for registration 


~ 


8. Livestock 

Livestock is regarded as an asset in businesses based on livestock. For example, cows and 
buffaloes in dairies cancels and bulls in farming, hens in poultries etc. The following procedure 
should be followed for verifying livestock: ~~ rmm 


(i) Existence: Normally a register is maintained in those organisations dealing in livestock 
in which all details of the animals are recorded. The auditor should refer to this registet 
to verify the cost of the animals, number of the animals, etc. and do a physical verification 
of these animals on the basis of this register. Some businesses assi 3 ri Ai or numbers 
to the animals on the basis of which a physical verification is possible 


(ii) Valuation: The animals are aolo full cost, baSis. This is so because any reduction 
in their value cannot be easily found ont. The auditor should obtain a certificate for the 
ae me atte! r an expert. If the livestock is of very high value then the 

- value of dead stock should be reduced from the total i it ar 
eth coun value and debited to the profit 


Purchase-Sale: The’ auditor should ensure that - i kis 
` properly accounted for . aN any “purchase or sale of lives 


Revenue Expenses: The expenses incurred for treating sick animals, food expense” 
aan! ue © x 7 A a e 


municipal tax and Panchayat tax are revenue expences t 
Cone SOE ex enses and 5 a ro 1 
and loss account, "oeme onetime should be taken in thé p 


pre ae 
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e rified in the following 
1 T Ma Purchase Agreement: First 
purchas - ; 
ase agreement from the ciient. The agreement should be read carefully and 


i a Ice, n i i iti 


and foremost, the auditor should ask for the 


(ii) Existence: The auditor should do 
asset is being used for the busine 
Purchase conditions are being 


a physical verification of the assets and see whether the 
Ss of the organisation only. He should also see that the 
adequality followed. 


(iii i 
) re ernie eer ee Revenue expenses includes two kinds of expenses — 
the ask orice ane en pi paid in the instalments. Depreciation is charged on 
a ero only The au itor_should check whether the Payment made has been 
eg u -principle and interest since the interést paid is a revenue expenditure and 
the-principle paid is a capital expenditure. fh 
(iv) Instalments: In case any instalment is not paid for an asset purchased then the asset has 
to be returned, and in sucha case it should be ensured that the asset account has been 
closed and the loss incurred has been transferred to the profit and loss account. 


(v) Valuation: Depreciation on assets purchased under hire purchase agreement is charged _ 
on the cash_price, ie. from the cash price depreciation is deducted and shown in the 
“Balance Sheet. It should be insured that depreciation is calculated on thé cash price only. 


` 


(vi) Correspondence: Written communication should be done from time to time with the 
supplier to find out if the terms of the agreement have been followed and the instalments 


are being paid on time. 


10. Investments 


Companies and o 
and government securities, etc., and receive in 
the Cilowing points in mind while verifying investments: : | 

e the organisation has a large number of securities, the auditor 
a lete schedule of investments from the client in which details of 
Details like the date of purchase of investment, name of the 


i Balance Sheet date are given in the 

d market value in the i 

DE “a ee ouid see that all investments are in the name of the client, and 
schedule. The audi 


i ister. 

i g le with the Investment Regis 

investment schedu 
n A ea f the investments, it is essential for the auditor to aes 
him aril th m with the investment schedules and lament 

‘mself or tally the -ity is fot presented „twice all the investment 

naa single aan ane securities have been deposited w1 
fe sitting, In case ` ~ 11d be obtained from them. In case 
ed in the presence of- 


ther business organisations invest their spare funds in shares, debentures 
d receive interest or dividend on them. The auditor should keep 


(i) Ownership: 
should receive a comp 
all investments are given. 


(ii) Existence: To verify the 
-vall the securities 


: h peet gi en to 1e cO ny. 
a securities have So esponsible official of the company 
H offic 


143 


Scanned with CamScanner 


\ Auditing J 


(iii) 


(iv) 


(v) 


(vi) 


(vii) 


Charge or Mortgage: In case the company has taken a loan by creating a charge on 
the securities, the audite“ should carefully go through the mortgage decd and obtain g 
certificate from the mortgage. The verification of securities on the sn these certificates 
has becomes an accepted practice, but in the case of City Equitable Fire Insurance Co, 
Ltd., 1924, it was decided that it is the duty of the auditor to verify each security himself, 
no matter where they are kept, and if the auditor comes to know that the securities are 
not in good hands, he should inform the management and make a disclosure of it in his 
report. 


Purchase-Sale: In case, during the year, any securities have 
should be verified from the bought notes or sold rates of the brokers. 


Interest and Dividend: The investments can also be verified with the help of the interes 
or dividend received on them. In this regard the auditor should ensure that the interest 
and dividend received should be taken as revenue income whereas the costs incurred in 
purchasing the securities are capital expenses. The profit or loss incurred on selling the 
securities should be taken in the profit and loss account. The auditor should aiso see than 
any income, earned on investments, not yet received should be shown in the Assets side 
of the Balance Sheet. l 

Valuation: The method to be adopted for valuation depends on the purpose for which 
the investments are made. If the investments are kept as long-term assets with a view 
to earn a desired income, they should be valued at cost price, with no reference to the 
market_value. In case inyestment are kept a short-term assets, they should be valued 


been bought or sold, this 


—— aa 


at lesser of the cost or njarket value as on the Balance Sheet date. The auditor should ~ 


verify the basis of valuation and should find out if there is consistency in following the 
method. 


Implementation of the Act: The auditor should see whether the requirements as per 
Section 49 of the Companies Act, 1956 are being followed or not. Under this section all 
investments of the company should be in the name of the company except under certain 
circumstances. As per Schedule VI, investments should be categorised into three groups 
and shown in the Balance Sheet like (i) investments in government sector and private 
securities (ii) investment in shares and debentures (iii) investment in fixed and current 
assets. The nature of investments and the mode of valuation should also be disclosed. 


a 


11. Stock-in-trade 

Stock-in-trade generally includes good purchased for resale, finished goods, work-in- 
progress and raw materials of goods etc. 

It is the primary duty of the auditor to verify the existence and valuation of stock-in-trade 
since it is the most import current asset and it directly effects the Profit and Loss Account an 
the Balance Sheet. This implies that in case the stocks are not correctly accounted for the results 
shown as per the profit and loss account and Balance Sheet will not be accurate. According 


Walter B. Ministocks are. important for the following reasons:- 


ae ri) 
(ii) 
(iii) 
(iv) 
144 


Normally stocks are considered to be the mcst important of all current assets. 
Different methods of valuation of stocks have been recognised. 

There are more chances of embezzlement of stocks as compared to other assets. 
The valuation of stocks effects the selling price, which in turn effects the income. 
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kes e materials included in the stock belo - pa their knowledge and belief. 
(ili) Stocks do not include any purch E 7 p A A 
recorded in the books. 7 purcnase o materials for which the invoice has not been 
(iv) Stocks do notin | . 
Kape y not emag those goods which are sold but not yet despatched. 
provision has been made for writing off unsaleable and obsolete items. 


(vi) A singl i i ik a 
gle method is used for valuing all items of stock, and the lower of the cost or market 


and v i 
Ta an of stocks affecting the financial 
actors affecting the financial position. 


8 Prices the m 
ethods used for the valuation of stocks give different 


The followin : 
DTA g procedure should be applied by the auditor for verifying stocks: 

(1) The totals and calculations of important items in th i 
stock sheet should be signed by all the responsible officers i a re pare 
and it should be certified by a responsible ficial ee aes eae 

(2) The stock sheets prepared at the end of the year s 
records and care should be taken of any significant changes. 
eines ee gees be par with Spies year sheets. In case the stock sheets 

items, the same shou ewrittenoff. — 

we In case the stock of any goods is more or less than required th 
inquired into. 

(5) The fact that the quantity of stock is adequate should 
and purchases have been verified. A 

(6) Goods received on the basis ofa challan si ould not be nc"uc 
should be maintained separately. In the same way the goods sold on 
year or any day previous to it should not ve included inthe stock. 

(7) Goo Js receive ons ‘pproval on Return’ basis should not be included in the stock. 

(8) Stock should be valued at the lower of the cost or nae 
stock should also be verified. It should be ensured that the metho 


is the same every yea! | 
rofit ratio 0 


hould be matched with the opening 


en the same should be 


be looked into only after the sales 


value. 


ompared with the previous years and any 


n sales should be ¢ 


(9) The gross P Po ed into 

PRIA 4 l | 

diea el Tu that goods which the organisation doen should not 
e auditor $ for 

l ith the Quoted Market, Price. Any 


verified W juoted Mar: i 
: T's report. The auditor can obtain 


be included in stock 
. , hould be vé af 
in, Stock sie d in the audito 


(11) The value of the Clos t 
pio regarding valuation should be disclose , 
pi re in the last weeks of the current financial year should be 
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12. Verification of Stock-in-trade and the Auditor 

The responsibility of the auditor, regarding verification including valuation of business stocks 
is very grave since this asset is extremely important and it effects both the profit and loss account 
and the Balance Sheet. Also misappropriation of stocks is the main kind of frauds. Ordinarily, it 
is assumed that it is very difficult for the auditor to count, measure and verify the valuation of 
inventory until and unless the organisation proper accounts are maintained for inventory ora 
standard Costing System is not used. Therefore, the extent of responsibility of the auditor has 
become a debateable issue. The question is whether the auditor should himself verify the existence 
of inventory i.e. is the auditor responsible for counting, measuring and valuing each item of 


inventory. 
erts are of the view that the main duty 


fy it, and come to a feasible conclusion. 
uditor is not capable for counting and 
d by responsible officials. 


There are different opinions on this issue. Some exp 
of the auditor is to count every item of inventory and veri 
On the other hand some experts are of the view that the a 
valuation of inventory and he should rely on the certificates issue 

The courts of England are of the view that if the auditor relies on the certificates issued by the 
client and verifies the inventory then he will not be held responsible. This judgement was given in 
the following cases: 

(i) Kingston Cotton Mills Company (1869): In this case, in order to show the financial 
position, the management valued cotton thread at more than the actual value for many 
years and gave a certificate to the auditor that the stock had been valued correctly. The 
judges were of the view that the auditor was not at fault since he is not supposed to do 
valuation; he is not supposed to count the stock. In normal circumstances, he has the 
right to rely on the certificate issued by responsible officials. 


(ii) The Irish Woolen Company Ltd. vs. White Tyson and Others (1900): In this case also 
the judgement was given that the auditor is not responsible for counting the stock, but 
verifying the cost and calculations in his own office is his responsibility and this he 
should do with a lot of care. 


(iii) West Minister Road Construction and Engineering Company Ltd. (1932): In this case 
the worth-in-progress was valued at a higher amount by the management, as a result of 
which the profit increased and a divident was declared out of the reserves. In this case 
also the judgement given was that the auditor is is not supposed to count the inventory 
and it isnot his duty to value the work-in-progress. But he would be held guilty if it can 
be proved that he could have uncovered this fraud if had he verified the vouchers and it 
was proved that he was negligent in his work. 


The above judgement given in the Kingston Cotton Mills Company, which does not hold 
the auditor responsible for verification of inventory done on the basis of the certificate issued bY 
client, does not seem correct in present circumstances, because there have been a lot of changes 
in the techniques and accounting of inventory. The expectations from the auditor in terms of being 
careful and clever have increased toa great deal as compared to the end of the 19th century since 
his position has changed and he is made responsible for more issues which are illustrated in the 
following cases: 

(1) Case of Mackson and Rebinson (1941): In the United States of America changes wel 
made in the responsibilities of the auditor. This case, which was presented before the courts in 193 


and which involved a fraud worth 2,10,00,000 Dollars, has made a contribution in this directio" 
the 


= The report issued by the Securities and Exchange Commission of America in 1941 states 
446 pee £0 eee ca l 
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the mana se the auditor satisfies himself i ifi avai 

gement for stock and es himse only with the certificate received f 
Gone by him can become a do any verification himself, then the remaining audit work 
maximum frauds. Therefore the aN e ce T nine ean a 
and valuation of stock. The Institute of Chart eure Beie doing the verification 
note for company audit in which th ; rtere Accountants of India has issued a guidance 
Btocks are given, cn the main points an auditor should keep in mind while verifying 

(i) Debtors or B : ai f 

E o BDE SA E Seas eh oi Pa es credit sales have more debtors. The 

ile verifying the cash received from debt i ibiliti 
of embezzlement of the same are very high. It i i (upre ijcè poeswilities 

h. It is possible th i i 

recorded in the books and is ember ies It is Ae aa a = : rde 4 
i ; SASE, corde 
in the books and the debt is subsequently shown as a bad debt, or the cash recorded in the books 
as received is less than the amount actually received and the balance is written off as discount 
given. In this there are more opportunities for fraud. Therefore the auditor should following the 
following procedure to verify debtors or book debts: 

(ii) Existence: To verify the existence of debtors the auditor should obtain a list of debtors 
from the client and match it with the individual debtors account and also verify the balances 
outstanding. The auditor should also see that no account has been left out of the list. Apart from 
this, the list should be matched with the copies of the Statement of Account sent to the debtors. 
Written communications should be done with the debtors in case of any doubt. 

(iii) Discount and Bad Debts: Every organisation has certain policies for giving discount. 
The auditor should verify the policies for giving discount. He should also verify who is authorized 
to sanction such discount and whether the discounts given till date are as per the policies and have 


been dul ized 

ern l f the officials / owners of the 
i i i dule of bad debts from the a 
a mane eee Nigra s Ca from the responsible officials. The reasons for bad 
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__ The auditor will be held guilty of negligence if he accepts the bad debts as per the client 
Without verifying them. In this regard the case of Anthem Ẹ. Green and Co. vs. The Central 
Advance and Discount Corporation Ltd. 1920 is significant. In this case the auditor accepted the 
schedule of bad debts provided by the client in which some time barred debts ane sar win no 
probability of recovery were not included. In this case, the auditor was held guilty of negligence 
for accepting the schedule of bad debts without verifying it. o, 

(iv) Provision for Bad and Doubtful Debts: The probability of bad debts is high in an 
organisation with a large number of debtors. The auditor should obtain a schedule from the client 
of those debts the recovery of which is doubtful and might prove to be bad. Apart from this, a 
schedule of debts which are more than three year old should also be obtained because as per the 
law such debts cannot be claimed: The written correspondence with the debtors regarding these 
debts should also be verified. The auditor should verify whether the provision for bad debts is 
adequate, or not. In case the auditor feels that the provision for doubtful debts is not adequate he 
should mention the same in his report because if he does not give the shareholders the information 
that the provision is inadequate, he would be held guilty for breach of duty. The case of London 
and General Bank, 1895, is important in this regard. In this case, the auditor did not inform the 
shareholders that the provision for doubtful debts was inadequate. Hence the judge held him 
guilty for misconduct. 

(v) Security: In case a debt has been given on the basis of cash securities the securities should 
be verified: at arate ee ag LIEN? s ~ 

Disclosure in Balance Sheet: The auditor should ensure that the debts are appropriately 
classified into various categories (Good, Doubtful, Bad) in the Balance Sheet. As per the Companies 
Act, the debts should be classified under the following heads in the Balance Sheet:- 


(a) Debts considered good and are covered by adequate security. 

(b) Debts considered good but have been given on the basis of personal opinion about the 
security of the debtor. Fie nen TNE 

(c) Debts which are considered bad and doubtful. In case of the absence of a particular 
requirement the debtors should be shown in the Balance Sheet only after deducting the 
provision of bad debts. as $ 


ee 


13. Bills Receivable 


The auditor should follow the following procedure for the verification of bills receivables: 


i) The auditor should obtain a schedule of details of all bills receivables from the client. 
This schedule should be tallied with the ledger account. The auditor should doa physical 
verification of all the bills. The date, amount and date of maturity of the bills sh ould be 
verified. The auditor should also ensure that all bills are recorded correctly in the ledge" 
and the required stamp has been put ön them. All bills should be tallied with the ledge" 

(ii) Inquiries should be made from the bank for the bills which have been discounted with 

the bank and which have not matured till the date of the Balance Sheet. The auditor 


should also find out from. the bank if any charge exists on these bills, and in case theré is 
a charge, then the kind.and nature of the charge should be looked into. 


260 Ft) The bills discounted with the bank can be verified. from the cash book and pass book 
a eee and in case a payment has been received for any bill before maturity the same s ould be 


verified fromthe.cashhook.. 
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nae denomination cash bundles. But the auditor should keep in mind that fact 

at such kind of a check in no way reduces his overall responsibility. 
ace in an organisation the auditor should call 
fy it in the presence of the cashier so that any 


d in the following manner: 


shonoure i 
d bills should be reduced from the total amount of 


(ii) In case cash is kept at more than one pl 
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ive or branches 
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this the cash balance in the Balance Sheet of 1944 was shown as Rs. 16,82,461 Whereas 
the actual balance was Rs. 72,827 only. The audit was conducted by an old clerk of the 
auditor, the auditor had not verified the cash himself. Hence the auditor was held guilty 
of negligence and the Judge Mr. P. Chakravarty held the auditor Mr. Das Gupta guilty 


(iii) Registrar of Companies vs. P.M. Hegde 1954: In this case also the auditor was held 
responsible for not verifying the cash in hand. The cash had not been verified for the 
year 1945 till 1949 on the date of the Balance Sheet. The auditor used to verify the cash 
either before the date of the Balance Sheet or after the date of the Balance Sheet, like for 
the Balance Sheet as on 31st December 1945 the verification was done on 5th December 
1946, and then vouched for the remaining days and obtained the cash balance. he did 
not verify the cash as on the date of the Balance Sheet. In this case the auditor was held 


guilty of negligence and breach of duty. 
15. Cash at Bank 


The Bank Balance shown in the Balance Sheet of a business organisation by the client should 

be verified in the following manner: 

(i) The bank book should be verified with the pass book, cheque book and pay-in-slip book. 

(ii) A balance confirmation should be obtained from all the bankers in which the organisation 
has an account for the balance as on the date of the Balance Sheet. In case the organisation 
has deposited money in various accounts (fixed, savings, current) then a balance 
confirmation should be obtained for each of these accounts. 

(iii) In case the balance as per the bank book is not the same as the balance as per pass 
book the auditor should prepare a bank reconciliation. statement. In case the client has 
already made a bank reconciliation statement then the same should be verified and the 
suspicious items should be classified with the bank. 

(iv) Interest is received on the money deposited in a bank. Therefore the amount deposited 
can also be verified from the interest received. 

(v) In case the organisation has branches in different locations then the kiting should be 
verified. Kiting is a technique in which the bank balance is inflated and shown in the 
book, this technique is very common abroad. In this the business issues a cheque from 
one branch in favour of another bank and shows it as a deposit in that branch. The bank 
balance of that branch increases at the same time the balance of the issuing branch 
does not decrease because it takes 3-4 days for cheque collection. To detect such kind 
of a fraud the auditor should verify the entries for a couple of days of the next year. 
Such kind of a fraud is not possible in our country since the bank deposits money inan 
account only when the cheque clears. 


16. Cash in Transit 

Business organisations with a number of branches, usually have cash transactions between 
themselves: Many times it so happens that the various branches of the business send cash to the 
head office in the last days of the year and the head-office receives only the advice and not the cash 
till the last day of the year. Such cash is known as Cash in Transit . The cash in transit has to be 


verified in the following manner: Ms 
(i) The cash in transit shown in the Balance Sheet of the head office should be verified with 


n fragi) 


3 4 3 1 the details received from the various branches. A 
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17. Loan on Mortgage 
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n that a reserve has been created for the expected loss. 
The interest received should be verified from the relevant contracts. 


ir oe have necessarily been 
a ey S should he verified by checkin 
ar. In case the amount has not a 


ame should be ifi 
e verified, If necessary a classification 


(vii) 


18. Goodwill 
Goodwill is the value of the reputation of the organisation. It is an fictitious and intangible 
asset. It does not have a value separate from the business, as a result its value depends on the 
increase, or decrease in the profit or loss. Which means as and when the profit increases the 
creases the value of goodwill 


value of goodwill also increases, and as and when the profit de t ood 
also decreases. Therefore it is known as a fair weather friend. The question of goodwill arises 
w partner, retirement of an old partner and on the purchase of business. 
fied in the following manner. 

and intangible asset, 
vill the au 


and also look i 


therefore a physical 
ditor should read the 


(i) Ex f 
verification 15 , full nto the reasons 
artnership deed yery care T ae - , 
eha “6 reement a rod 056 Ti case goodwill has been purchased then the 
as the result ot which & 8 ene od to verify the value. In case goodwill arises er 
et with 2 set ol a partner, then it should be verified with reference to the 
or retire Á 


istence of goody 


price) i.e. unlike other assets no 


of those princt ill which 
Si order t0 check the Bie rectors in 


the admission r 
rtnership dee? Jue (cost price) 1 ; 
pe „Goodwill is always valued at book nit st Price) ena part of goodwill 
EN ase : char ed on it since Oe ane he next year is obtained after deducting 
; depreciation 1S 8 and the book value O t hould look into the appropriateness 
i is written off every ye art from this the audit r r i 
the written off value. AP the valuation of good tan off the auditor should 
iples used for i as been written °°” the provisions 
i 4 oodwil this respect a$ well < a 
eee Te tan 2 In J th 
iii) Waite-ot off: Ino tion passed PY 
Sa 
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of the Articles of Association in this regard. In the case ofa partnership the provisions 
in the partnership deed should be verified. It is at the sole discretion of the directors of 
a company or partners in a partnership agreement to make provisions for writing off 
goodwill, the auditor can only give his opinion in this regard but he cannot force them 


to write-off the goodwill. 


19. Patents i 
Patent is } the right to manufacture. Sometimes an organisation (person) invents a new 
product and gets it registered’ with the government. As a result of this registration, it obtains the 


sole right to manufacture the product for a specific period and can geta renewal on the expiry of 
nt to manufacture the product itself, it 


the said period\\In case the organisation (person) does not wa pe 
can sell the right to manufacture toa third person or organisation. In this an organisation (person) 
can purchase goodwill. The following procedure should be adopted for the verification of patents: 

(i) Ownership and Existence: To verify the existence of patents the auditor should check 
each and every patent, its registered quantity, date and period. In case the patent is a 
result of invention and approval by the government, then the certificates issued by the 
government should be verified, together with the receipts for the last renewal charges 
paid. The auditor should check the assignment of purchase in case patents have been 
purchased. If the number of patents are very large the auditor should obtain a schedule 
of patents from the client-in which the details of all the patents are easily available. 


(ii) Revenue Expenses: Fee is given to the government for patents. In case the fee is not 
«--™ paid the patent right expires. Therefore, to maintain the patent right the fees paid is a 
revenue expense. It should be debited in the Profit and Loss Account. The auditor should 
see whether the fee is paid every year or not. This should be vouched with the received 


receipts. 


exist or the 
written off before its time. 


20. Copyrights — 

The sole right to publish any creation is known,as copy tight. It includes any text written by 
oneself an agreement with” a publisher to publish it and sell, for example, publishing any han 
written book, republishing reprinting of a novel, translation into different langtiages, publication 

etc. A publishing house can obtain this right under an agreement with.the.author. This right lasts 
‘throughout the life of the author and also for 50 years after his death. It can be verified in the 
following manner: i ` 

(i) Ownership and Existence: To verify the ownership and existence of copyrights the auditor 


bisoi should obtain a schedule from the publisher which includes the details of copyrights for 


- 519) 201 all books! This schedule should be verified with the registration certificates because it is 
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necessary 
should be verif ght. In case the copyright has been purchased then it 
PEN into between the publisher and the auditor 
be verified with the relevant a e copyright has been registered then it should 

(ii) Valuation: ri l 

y e should be valued every year using techniques of revaluation 
cost ‘sf the ae ie nc should be written off in the profit and loss account. The 
es pubes : should be determined from the agreement entered into between 
and the author. Any profit on revaluation of copyrights should not be 


recorded in the book i 
rE S. In case the copyright becomes useless then the whole of it should 


21. Trade Mark 


like Paste eat a manufacture uses a trade mark for the products manufactured, 
Bisiucuchine ih paste, Philips radios, Bajaj fans and Hamam soaps, etc. Trade mark helps in 

ni g the goods manufactured by different manufacturers and the consumer starts 
recognizing the product by its trade mark. Trade marks can be name of products or marks on 
products. For example Rath, Vanaspati Ghee, Guy, Chaap Kala Dant Manjan and Sher Chaap 
Bidi, etc. These trade marks as well as names are registered with the government and no other 
manufacturer can use these names or names to manufacture the same product. According to 
Leacastu, “Trade mark or a trade name is the symbol by which an advertiser may distinguish his goods 
from those of his competitions. The right to the exclusive use of a trade mark may be obtained by registering 
it with the Comptroller General of Patents, Designs and Trademark.” Trademarks should be verified in 


the following manner: 

(i) Ownership and Existence: To verify the trade mark the auditor should check the 
certificate issued_by. the] Comptroller General} This will be useful in verifying the 
existence and registration period of the trade mark. In case the organisation has a number 
of trademarks the auditor should obtain a schedule from the client giving the details of 
the registration number, date, fees, tenure etc. of each trademark. This schedule should 


be certified by responsible officials. fy 
j i i d modification duty paid are 
ii Expenses: Expenses incurred, for registration. and modi! 
= R a nna Therefore these expenses should be debited in a = and p 
aud matin ee Cinati j ith the receipts for 
r very Vea! dification duty paid should be vouched wi 
account every year. Mo 


payment. 


luation is written off 
i d every year and any loss on va 
(iii) Valuation: Tradem 


nae rue increase in value on revaluation should be ignored 
to the Profit and Loss ‘th ar intention of sale. Normally trade marks are for a 
not kept win? taken to ensure that the cost of the trademark has 

should be take demand for the product ceases to 


ac fi ot. In case the A 
ae ne to anend, then the cost of the trade mark 
ra 


: itself. aji 
ff in that year itsel . intangible asset which like goodwill is 
rademark is an ! Act 1956. Goodwill, patents, trade 


The auditor should verify whether 


(iv) Disclosure in 
= shown in the B 
marks, are disclos 


trade marks are shown separ 153 
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a Te ae ` 


Verification of Liabilities: Verification of liabilities is of the same importance as assets, |p 
case the liabilities are not shown correctly in the Balance Sheet or are shown ata lesser or higher 


value then the Balance Sheet would not show a correct view of the state of affairs of the business 
ilities. The auditor should not 


Therefore the auditor should exercise care while verifying liabilities: . 

only verify the identity of liabilities but also verify whether the liabilities have been disclose 
appropriately in the Balance Sheet, are accurate and are related 
possible a certificate to this extent should be obtained from the res l R 
in the Westminster Road Construction and Engineering Co. Ltd. 1932 is of great significance in 
this regard. As per this judgement the auditor should exercise whatever care necessary to verify 
liabilities. The auditor should also see that all expenses and liabilities incurred during the year 
have been recorded in the books of accounts. Some important liabilities are as follows: 


to and exist in the business, jf 
ponsible official. The judgement 


(1) Trade Creditors 
People from whom the organisation has made purchases 


Creditors. In case the organistaion does not make a payment to t : 
Sheet then such creditors are shown on the liabilities side of the Balance Sheet. The creditors are not 


recorded individually by their name but they are collectively shown as Trade Creditors. The trade 
creditors disclosed in the Balance Sheet should be verified in the following manner: 
(i) A schedule of trade creditors on the Balance Sheet date should be obtained and this 
schedule should be verified with the order register, invoice register goods received 
register and ledger. a ` za 


or credit are known as Trade 
hem till the date of the Balance 


(ii) The statement of account received at the year end from the creditors should be tallied 
with their individual account balances because it is possible that a payment shown toa 
creditor has actually, been embezzled. By obtaining a statement of account such frauds 
can be detected. 


(iii) The material and § goods purchased have an effect on the sales and gross profit, therefore 


the rate of gross profit for the current year should be matched with the rate of gross 
profit in the previous year. A major difference should be looked into. 


(iv) The invoices for purchases received after the year end should be verified to ensure that 
_ such purchases have not been included in the creditors of the previous year. 


(v) Thecash and discount received after the Balance Sheet date should be verified to establish 
the correctness of the balance outstanding of various creditors. 


(vi) If necessary written communication should be done with the creditors. 


(2) Loan 
Loans include all short-time and long-time.loans obtained by the organisation for running i 
business. The following procediire should be adopted for verifying loans: 


(i) The auditor should obtain a certified schedule of the various loans from the client 
and tally it with the individual loan accounts. The auditor should ensure that the loan 
has been duly authorized. In the case of a company, the provisions of the Articles 0, 

: Association should be verified.and the circling on the -amount oF Toans the compan 


aes 


can take should be ‘Verified. In this relation the Minute Books of directors should °° 


SE 


Se enn RD 
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(ii) The copies of loan a Verification of Assets and Liabilities j 


greements sł 
À ozs 
ould be verified. The loan agreements should be in 


the Name of th i I lea rs n 
e organisation. i 
mor tgagor to ver ify the l c udito should do writte communic ation with th e 


audi amount of loan and the as i i 
ie should alco venir the esac a Sliven as a security against it. The 
i 1e auditor sho = 
Hie loan ha: — a a the date of the Balance Sheet either the whole of interest 
p , Il not paid, it has been shown on the liabilities of the Balance 


Sheet as o . 
utstanding ex , 
account. & expenses and has been simultaneously debited in the profit or loss 


(iv) The clarif ; 
boia a eee conditions of the loan and interest from the mortgagor through 
nication and also verify the balance outstanding for the loan. *", 


(v) The audi 
side ree i ea dc whether the loan has been shown correctly on the liabilities 
: eet or not. A i i : 
disclosed in thé Balanee pes ny security given against a loan should be adequately 


(3) Debentures 
The following procedure should be followed while verifying debentures: 


(i) First and foremost, the auditor should carefully go through the memorandum of 
association and articles of association to verify whether the company has the right to 
issue debentures and if it does the maximum amount of debentures it can issue. Only 
then can he come to a conclusion that the debentures have been issued within the limit 
specified in the articles. Also the provisions and limits specified in Section 293(1)(d) of 
the Companies Act should be kept in mind. 

(ii) The copy of the Debenture TA Deed should be.verified and tallied with the Debenture 
Account. If the auditor feels it is necessary he can obtain a certificate from the debenture 
holders regarding the debentures and verify the same. ; 

(iii) Sometimes debentures are issued at a premium or discount. In such circumstances the 
auditor should see that the debentures are shown at: nominal value in the Balance Sheet: 
The premium on issue of debentures is debited to the Capital Reserve Account. Discount 
on issue of ‘debentures should be shown as a fictitious asset till such time as itis n 
off. The auditor should see that the amount of premium received is not being distribute 
as dividend. a 
aig d be verified to examine the security aga 


i l 
iv) The register of charges shou 
A k ‘tor should also see the arrangement made for the redemption of aaa 
ats maiae ion has been created for the same? If a provision has been made, 
Po i Peau or not? In this regard the provisions of the, Articles of Association j 
whether it 1s 4 ? l 


should also þe seen. 


inst the loan. 


for verifying bills payable: 
e which are outstanding as on the 


i able 
Or es should be adopted 
dule with the Bills Payable Book 


| lowin rocedure i i 
Hi re 5 = agi obtain a schedule of ee 
jee sare Balance Sheet and tally the total o 
date o 
; and Bills Payable Account. ie: 
(ii | The bills on which a payment Hf 
JF i Therefore the amount bills pay 
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nlite 2 ha th a 
n made should be matcheg 


into the business. Also such bills on which payment has bee 


with the cash book or bank pass book. 
anisation has had to pay any 


(iii) If any bills have been dishonoured or renewed and the 0'8 
interest or noting charges, then the auditor should see that the same has been recorded 


appropriately in the books or not. Also the auditor should anes saa the above 
mentioned expenses have been taken in the profit and loss accou . 


(iv) To verify the bills payablé as on the date of the Balance Sheet, the conics should be 
verified for a couple of weeks after the Balance Sheet date to ensure tha etween the 


Balance Sheet date and the date o as not been scarey bill. In 
case of any suspicion, the auditor should do written com unication W1 e drawees of 


the bills to paid out the correct amount of the bill. 


f the audit a payment h 
m 


(5) Bank Overdraft 

In case in the Balance Sheet of the org 
liabilities side then, to verify it the Cash Boo 
balance of bank overdraft and the interest paid 
written communication. 


(6) Creditors for Capital Expenditure 
To verify such expenses the entries in the cash book, conditions of the purchase agreement 


for the asset etc. should be verified. If necessary written communication can be done with the 
creditor. The auditor should verify the asset accounts for any addition to the assets. 


anisation a bank overdraft has been shown on the 
k and Pass Book should be checked, after this the 
on it should be clarified from the bank through 


(7) Outstanding Expenses 

Outstanding expenses are those expenses which have been incurred in the financial year 

-but a payment for them has not been made till the last day of the financial year which means 

that they are payable on the date of the Balance Sheet. The auditor should adopt the following 
procedure for the verification of outstanding expenses. 

(i) The auditor should obtain a certificate from a responsible official that_all expenses 
outstanding have been shown in the balance sheet. He should also obtain a schedule of 
outstanding expenses from the client. 

(ii) The auditor should verify the accounts of Recurring expenses like Rent, Electricity, 
Wages, Salary, Interest, etc. to come to the conclusion that on the last day of the Balance 
séet the expenses have been taken into account. These expenses should be verifie 
from the Nominal account, Demand rate, Bills and receipts. 

wuts i PARERA a a creer ne ST OT aay 


POE REDS # A R ; 

(iii) To verify expenseş which are not recurring in nature the - invoices of the next year shat 
also be verified to ensure that they do not include any invoices of the previous year- 

(iv) The auditor should also verify the.cash book for the next year to ensure that the audit 


ild 


ee 


fees is not included in the next year. | 
(v) In case some expenses have been incurred but details of the same have not yet been 
eived, then in such a situation the auditor should see that adequate provision has 


rec 

been made. for such expenses 
(vi) The outstanding expenses for the current year should be compared with the pre 
3 year to find out those expenses. Which were outstanding in the previous year an 
\« _, this year. Details of such expenses should be obtained. 


vious 
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Verification of Assets and Liabilities 


(vii) The total of the recurrin 
total of these expenses f 
should be verified. 


(8) Capital 


Through Capital i inhi]; 
8 pital is not a liability for the company, the auditor should verify it so that he 


ifi . alrness of e ua in i 
i l : i: th Ba la nce Sheet. The followi 8 pou its i I t t 


8 expense i 
e iasa of the previous year should be compared with the 
ent year and the reasons for any major discrepancies 


(i) Incase tł 
the die : ae company and an audit is being done for the first time then 
e S 
eed ully go through the Memorandum of Association and Articles of 


(ii) a aed should verify the cash book, pass book and minutes book of the directors 
o find out the number of snares, classification, money paid-up on the shares by the 
shareholders and the money payable on the calls made. 


(iii) If any shares have been issued to vendors, then the contract entered into with the vendors 
should be verified. In case the company is not a new company and an audit has been 
conducted for the previous years then any changes or increase in the capital (in case 
there is any) should be verified and it should be insured that such changes are within 
the provisions of the Companies Act. In this regard Sec. 94 and 95 of the Companies Act. 
should be referred to. a ee 

(iv) If there has been a reduction of Share Capital then Sections 100,and.105.of the Companies 
Act should be referred to and the auditor should ensure that the reduction is as per the 
provisions of the above section. 

(v) To verify the capital in a partnership firm the partnership agreement'should be looked 
into, also the cash-book and pass book of the firm should be verified. 


(9) Contingent Liability 
Liabilities which are not paya 
liabilities due to the occurrence of any even 
liability will actually arise or not, will depend on th 
it is confirmed that a liability exists, but the —_ on wanes 
isti jabilities are know ich | 
characteristic of ee ene on the occurrence of a particular possibility, but ae 
h confirmed se those circumstances which exist on the Balance Sheet date. If in aks these 
liabilities are related re ie business then the liability related to these circumstances wi ee 
circumstances act ee organisation will have to pay off that liability which was not an actu i 
and in such an event the. 


ble on the date of the Balance Sheet but can become actual 
t in the future are known as ‘contingent liabilities’. The 
e occurrence of a particular event. Sometimes 
f the liability is not confirmed. Due to this , 
t liabilities. Such liabilities are 


liability earlier. nds: 
aa liabilities are of two kinds: ine 
(a) Liabilities which ultimately Sey f equal amount is received. 
à . ahilities in exchange of which an asset of an carrier 
p mene contingent liabilities are aS follows: inei 
zamP = ities on bills receivable discounted and no 
à) Lj 


1 


tee. 
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(iii) Liability for calls on partly paid-shares. 
(iv) Liability for cases against the company not acknowledged as debts. 

(v) Liabilities for penalties under forward contracts. 

(vi) Liability in respect of arrears of dividend on cumulative preference shares. 

All contingent liabilities should be shown as foot-notes in the Balance Sheet. The amount 
of such liabilities should not be included in the Balance Sheet totals and neither should they 
be included in the actual liabilities account. Estimated liabilities are different from Contingent 
liabilities. The cash outlay for the payment of estimated liabilities can be easily determined since 
the related event giving rise to the liability has already occurred. As per the Companies Act 
estimated liabilities should be included under current liabilities and provisions on the liabilities 
side of the Balance Sheet whereas contingent liabilities should appear as a foot-note at the bottom 
of the Balance Sheet. The reason for creating a reserve for contingent liabilities is never that the 
company has accepted such liabilities as actual liabilities. 

It is very difficult for the auditor to find out whether the management has shown all the 
contingent liabilities in the Balance sheet, even then he should adopt the following procedure for 
verifying contingent liabilities: l 

(i) The auditor should obtain details of all contingent liabilities from the client and he 

should verify all those reasons as a result of which these liabilities have become doubtful 
or contingent. 

(ii) The auditor can find out the contingent liabilities by going through the minutes book of 
the meetings of directors. If there is an unusual contract undertaken by the business then 
the same should also be Vérified to find out which are the other possible liabilities. 

(iii) The auditor should find out whether adequate provision has been made for each 
contingent liability. He should disclose the adequacy of the provision in his report also. 

(iv) Unmatured bills which have.been discounted (those bills which have been discounted 
with the bank but which have not yet matured) should be verified from the details 
received from the bank. 


(v) Uncalled amountonshares held of other companies should be verified from the allotment 

letter, bank receipts and shares. —— 

(vi) Any cases for claims against the business should be discussed with the lawyers and all 
_ the details for the same should be obtained. 


(vii) Guarantees given by a third parties (such guarantees are given by a holding company 
for its subsidiary company) from the documentary should be verified evidence available. 

(viii) Any security given for a loan taken by a third person should be verified from the security 
agreement. 

(ix) As per the Companies Act, all contingent liabilities should 
notes in the Balance Sheet. re 


a = SS 


be disclosed by way of foot 
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In the same manner li Verification of Assets and Liabilities 
Balance Sheet 
All this can be 


auditing. 


T ’ 

rts other benefits available from verific 
(1) The truth and fairness of 
(2) Any fraud and embe 


__() In case the 
verification. 


abilities should 

ee be 
0 correct, legitimate, bolo 
ound out only by Verific 


verified to de 
ng lo the org 
ation. Therefor 


termine that the liabilities as stated in the 
anisation and have been valued correctly. 
¢, verification is an important technique of 


ation are as follows:- 
assets and liabilities can be verified. 
ZZ 

ement of assets can be found out. 


assets hay i 

ave been Over-valued in the past, the same can be found out by 
(4) The Correct value of Work 
(5) Assurance for receipt of p 


A proper Verification of the 
money in it. 


-in - progress and closing stock can be determined. 
ayment can be obtained by the creditors. 
business of the organisation encourages the investors to invest 


1.4 Difference be 
After understandin 
vouching and Verification 
of auditing but the main 


tween Vouching and Verification 


g the meaning and objective of verification the difference between 
should also be understood. Verification, like vouching, is also a technique 
Points of differences between the two are as follows: 


S. Basis of ser as 

. Nature Vouching involves checking the | Verification is concerned with the 
entries entered in the principle | assets ənd liabilities as started in 
books of accounts. The objective | the Balance Sheet. The objective 
of vouching is to establish the | of verification is to vouch for the 


existence, ownership, valuation and 
accuracy of the assets and liabilities. 


Valuation of assets and liabilities is a 
vital part of verification. 


The valuation of assets and 
liabilities is outside the scope of 
vouching... 


A 


Utility 


The entries in the books of accounts 
are verified on the- ‘basis of the 


Various items as stated in the 
Balance Sheet are verified either by 
physical verification or by looking at 
the relating documents. 


With the help of verification, 
information regarding any sale, 
distruction or illegal investment 
of assets till the date of-the Balance 
Sheet can be determined.” 
es 


voucher. 


With the help of vouching, the 
auditor can determine that the 
aforesaid assets should belong 
to the organisation but he cannot 
determine whether on the date of 
the Balance Sheet such assets were 
actually present in the organisation 
and the organisation had a right on 


them. 
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